
































Figure 1 Lake Skinner Treated Water Service Area
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Operational Feasibility of Detachment

FPUD believes the 15% of its water delivered to a single connection on the SDCWA owned
pipeline can be delivered through its existing connections on the MWD owned pipeline without
additional infrastructure. It is uncertain how RMWD envisions taking delivery of the roughly
60% of its water currently delivered through the SDCWA owned pipeline. Potential physical
improvements and modifications to RMWD distribution system maybe under consideration
which would add cost to the detachment and annexation to EMWD. If physical improvements
are too costly a wheeling arrangement could be explored with SDCWA as part of the terms and
conditions of detachment and annexation.

FPUD & RMWD Customer Profiles
Similar to Valley Center, both RMWD and FPUD have a substantial if not predominant

commercial agricultural customer base that has been historically much more sensitive to the
price of water.

The following table provides a profile of FPUD and RMWD’s water use based on the average use
of FY 2016-FY 2018°

Agency TSAWR Total
(AF) ~ (AF)
3,209 9,689
8,073 17,843
11,282 27,532

TSAWR Customers

Taken together, 41% of the combined Districts water use reflects customers participation in
the Transitional Special Agricultural Water Rate (TSAWR). Although FPUD’s TSAWR
participation reflects 33% of its water use additional higher value commercial agricultural
customers buy water at the Full Service SDCWA water rater.

® FY 16,FY 17 and FY 18 water use per SDCWA for Agricultural and Non-Agricultural deliveries
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Because of the high level of participation in TSAWR a significant portion of both District’s
customers pay the lower TSAWR rate which is more closely tied to Metropolitan’s Full Service
M&l rate in exchange for reduced reliability from SDCWA in a drought or catastrophic
emergency caused shortage event.

Figure 1 compares the SDCWA Full Service rate with TSAWR rate and the MWD Full Service Tier
1 rate.

Figure 1
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Source: SDCWA Annual reports and Board Documents

FPUD and RMWD also note that TSAWR is a discretionary program under SDCWA and that the
program has come up for review to terminate or modify five times in the last 10 years. Both
agencies believe that the financial impact on their commercial agricultural customers would be
severe in the event of termination or a reduction in the TSAWR discount. Annexation to EMWD
would more permanently tie their agricultural customers to the MWD Full Service Rate and
reduce the risk and uncertainty of termination of the TSAWR by SDCWA.

M&I Customers

The combined population of FPUD and RMWD is approximately 54,000 people over a combined
service area of 72,000 acres’. In their August 21,2019 submission to SDCWA the two Districts
noted that both agencies land use is characterized by very low density residential development
in a rural and semi-rural setting that according to the County General Plan is not expected to

” FPUD and RMWD 2015 Urban Water Management Plans
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change in the long term. FPUD and RMWD point to these characteristics as being uniquely
different from the rest of the urbanized areas of SDCWA's service area. They believe that land
use characteristics are indicative of a utility’s smaller rate base that cannot afford to absorb
continued rate increases associated with higher levels of reliability for the more densely
populated urbanized areas of SDCWA. They noted the rate differential between SDCWA and
potential membership in EMWD for their M&I customers.

Comparison of 2020 Wholesale Water Rates

SDCWA EMWD/MWD
Rate Component

(S/AF)

FSTR S 1,68 S 1,078

RTS S 28 S 82

e 5 24 S 24

IAC S 43 S -

EMWD $ -~ & 11

Total $ 1,781 $ 1,195

Rate Differential ($586)/AF
Rate Differential

w/o Transp. (5454/AF)

Current and Future Trends Affecting SDCWA Water Rates

Two factors are influencing the future of SDCWA water rates in the near and long term. The
first factor is reduced water sales resulting from water conservation and associated behavioral
changes in customer water use. These changes have resulted in a long term reduction in M&|
water use over the last 10 years in SDCWA's service area and MWD’s overall service area. State
legislation mandating achievement of water conservation goals in 2009 and 2018° and the
experience of two severe multiyear droughts in the last 10 years has structurally altered water
use on what is considered a permanent basis. This fundamental change in water use patterns
has resulted in reduced water sales over that period and long term projections for continued
reductions. For SDCWA this reduction in M&I sales has been compounded by an approximately
2/3 reduction in Agricultural water use since 2007 due to increasing costs of water and effects
form the two multi-year droughts.

® In 2009 SBX7-& established the 20% conservation goal by 2020. In 2018 AB 1668 and SB 606
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The second factor is that SDCWA member agencies are initiating significant development of
new local supplies. the City of San Diego’s Pure Water Program will result in a new supply for
the City of 34,000 AF by 2025 increasing to 90,000 AF by 2035. Padre Dam and Helix Water
District will purchase over 12,000 acre feet per year from the East County Advanced Water
Purification Project beginning 2026. Additional local supply projects being implemented by
FPUD, Oceanside, Sweetwater Authority and others will continue to result in reduced purchases
from SDCWA. In 2018 . less than 2 years after approving the 2015 Urban Water Management
Plan (UWMP), SDCWA released a 2015 UWMP Demand Reset to respond to continued decline
in water use and a reassessment of local supply implementation. The graph below indicates the
drop in demand and the expected impact of the local supply development in the near term.

Figure 2 below ,shows the long term drop in sales from the Interim Demand Forecast Reset
prepared by SDCWA in 2018. While the use of reserves by SDCWA over the last several years
has limited recent rate increases it is recognized that is not a long term solution to increasing
costs and reduced water sales. Outstanding debt and associated reserve level requirements will
continue to put upwards pressure on SDCWA rates and cannot be expected to be alleviated by
increased capacity charge revenue from new development or excess revenue from higher water
sales as in the past. With lowered demand form conservation being reinforced through state
legislation and regulation coupled with significant local supply development by member
agencies a structural change has occurred in SDCWA’s wholesale water business.
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Figure 2
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The Fiscal Sustainability process currently underway at SDCWA is addressing the upwards
pressure on water rates resulting form these long term trends.

Long Term Financial Savings To FPUD & RMWD

Both agencies estimate that potential savings by detachment from SDCWA and annexation to
EMWD will result in several million dollars per year for each agency. Although MWD has been
buffeted by many of the same factors experienced by SDCWA, FPUD and RMWD indicated that
they do not believe that the fundamental differential between SDCWA and MWD rates will not
change over time and included a projection of Full Service M&I rates where SDCWA escalates at
3% annually, MWD at 4% and EMWD at 3.5%. Figure 3 is a projection of future wholesale water
rates under those assumptions
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_ Figure3
25 Year Rate Projection
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Source : FPUD and RMWD. Summary of Potential Rainbow Municipal Water District and
Fallbrook Public Utility District, August 21, 2019

Because of EMWD's relatively small mark up on MWD water there is essentially no difference
between the two rates. It is important to note that this relationship and the potential savings
for FPUD and RMWD would substantially change if MWD rates increase at a greater rate than
SDCWA rates in the future.

Long Term Financial Impact to SDCWA Member Agencies

As discussed above, the financial impact to remaining SDCWA member agencies will be the
result of decreased revenues to pay for unavoidable SDCWA costs. For example, if SDCWA does
not have to purchase MWD water to serve FPUD and RMWD then that is an avoided cost that
does not impact member agencies. On the other hand, as FPUD and RMWD M&I purchases of
SDCWA would no longer pay the Melded Supply rate which applies to the cost of QSA water
and Carlsbad Desalination that cost would be allocated to the remaining member agencies
receiving SDCWA deliveries. This would also apply to the volumetric fixed charges paid for by
FPUD and RMWD for Customer Service, Storage and Supply Reliability. Because 41% of the
combined FPUD and RMWD customers are in TSAWR and do not pay Storage or Supply
Reliability the impact to those charges would lesser than an agency that has 100% M&I
customers.

Also as noted above, in this respect FPUD and RMWD detachment is similar to member
agencies reducing SDCWA purchases though local supply development. Where detachment is

45



different is the permanent loss of revenue associated with the IAC, Standby Availability Charges
and Property Tax.

Since the issue of an “Exit Fee” or the two District’s potential ongoing responsibility for any of
SDCWA's outstanding bonded indebtedness it is uncertain what the final impact to remaining
SDCWA member agencies will be. If compared to total FY 2018 Operating Revenues it appears
to be a maximum of 2% or a 1% increase if applied to 2020 water rates and a reduction of 1%
in total FY 18 Operating Revenues associated with non-volumetric fixed charges.

Detachment Process

FPUD and RMWD Board’s must authorize an applciation to be submitted to San Diego LAFCO to
initate the process for detachment/exclusion of the Districts from SDCWA and annexation of
the Districts into EMWD. Section 45-11 of the CWA Act sets forth specific requirements to
detach from SDCWA, including requiring an election of the electors of the member agency
seeking detachment. The LAFCO process is based on the Cortese-Knox-Hertzberg Local
Government Reorganization Act of 2000 (Government Code section 56000 set seq.) As noted
above, the two county nature of the detachment and annexation requires a process and
proceedings by both San Diego LAFCO and Riverside LAFCO.

According to The Districts’ August 21, 2109 submission to SDCWA their understanding from
discussions with San Diego LAFCO is that the following will need to take place:

“e An Application would be filed with Riverside LAFCO to amend EMWD’s sphere of
influence to add the territory within the jurisdictional boundaries of RMWD and FPUD,
along with a supporting municipal service review document. The Districts understand,
again from discussions with San Diego LAFCO, that the outcome of the sphere of
influence amendment would be the basis for considering a separate application to San
Diego LAFCO, as described in the next bullet.

* Application(s) would be filed with San Diego LAFCO seeking detachment/exclusion
from SDCWA and annexation into EMWD (a “reorganization” under the CKH Act). San
Diego LAFCO’s consideration would occur following the action of Riverside LAFCO with
San Diego LAFCO serving as the principal county for purposes of the reorganization.
Ultimately, should both Riverside LAFCO (for the sphere of influence amendment) and
San Diego LAFCO (for the reorganization, i.e., detachment/exclusion from SDCWA and
annexation into EMWD) be approved, the reorganization would not take effect until
after the electors of RMWD and/or FPUD vote in support of the reorganization. If the
election is successful, the taxable property within the detaching member agency may
still continue to be taxable by SDCWA for the purpose of paying bonded and other
indebtedness outstanding or contracted for at the time of the detachment/exclusion.
(Water Code Appendix section 41-11(a)(2).)”
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This is considered to be a lengthy process that will rely on LAFCO staff analysis of a variety of
factors including a Plan of Service that will address key land use, essential and community
services, financial implications and objections expressed by any City of other public agencies
among many other considerations. Ultimately, approval of the detachment and annexation will
be up to the majority vote of the eight serving LAFCO commissioners

Conclusion

At this point, neither Fallbrook PUD nor Rainbow MWD has made a formal application to either
Riverside or San Diego LAFCQ’s for the Detachment / Annexation process to start. Fallbrook
and Rainbow are estimating cost savings assumptions based upon their interpretation of the
statutory ability of SDCWA to impose exit costs for existing capital debt obligations. Beyond
using FY 18 revenues as representative of the cost to other member agencies of FPUD and
RMWD detachment SDCWA has not indicated publicly its view on what FPUD and RMWD cost
responsibility will be upon exit from SDCWA. The actual costs will likely be determined through
terms and conditions set through the potential upcoming LAFCO process.

As a SDCWA member agency, VCMWD has expressed concern about the cost impact of these
two agencies leaving the SDCWA. VCMWD is also concerned about the future of the TSAWR
and the impact of reduced SDCWA water sales due to local supply development. These issues
are being discussed by SDCWA’s Board through the initiation of the Fiscal Sustainability process.

VCMWD has also indicated the need to address questions from its customers as to why it is not
considering the same course of action as FPUD and RMWD to potentially reduce water costs.
Although there are similar characteristics in customer profiles VCMWD does not have the
similar physical water supply delivery characteristics of these two agencies. All of VCMWD’s
connections are on the SDCWA-owned pipelines. In a detachment scenario, VCMWD would
either need to make significant capital investments to modify its water distribution system and
to connect to the MWD owned pipelines. That is potentially cost prohibitive if the motivation is
to reduce costs. An alternative would be to enter into a wheeling agreement with the SDCWA.
Both approaches would significantly reduce any cost saving advantages, especially in a scenario
where the TSAWR is extended, potentially enhanced and made permanent.

Finally, with the rates paid to the SDCWA, VCMWD M&I customers benefit from the reliability
investments in emergency and carry-over storage, in-county water treatment capacity, and the
more reliable supplies from the Colorado River Quantification Settle Agreement (QSA) and
drought proof Carlsbad Seawater Desalination Project. Similar to the cost versus reliability
evaluation that FPUD and RMWD have undertaken VCMWD would need to consider the impact
on long-term water service reliability in both drought and catastrophic emergencies if it were to
detach from the SDCWA.
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APPENDIX A

The County Water Authority Act, Water Code §4511°

Sec. 11. (a) Methods. Exclusion of territory from any county water authority may be effected by
either of the following methods:

(1) Territory excluded from the portion of the corporate area of any public agency which lies
within the exterior boundaries of a county water authority, the public agency being a unit of the
authority, and which exclusion occurs in accordance with the provisions of law applicable to those
exclusions, shall thereby be excluded from and shall no longer be a part of the authority; provided,
that the taxable property within the excluded territory shall continue to be taxable by the county
water authority for the purpose of paying the bonded or other indebtedness outstanding or
contracted for at the time of the exclusion and until the bonded or other indebtedness has been
satisfied; provided further, that if the taxable property within the excluded territory or any part
thereof shall be, at the time of the exclusion, subject to special taxes levied, or to be levied, by the
county water authority pursuant to terms and conditions previously fixed under paragraph
subdivision (c) or (d) of Section 10 for the annexation of the excluded territory or part thereof to
the county water authority, the taxable property within the excluded territory or part thereof so
subject to those special taxes shall continue to be taxable by the county water authority for the
purpose of raising the aggregate sums to be raised by the levy of special taxes upon taxable
property within the respective annexing areas pursuant to terms and conditions for the
annexation or annexations as so fixed and until the aggregate sums have been so raised by the
special tax levies.

(2) Any public agency whose corporate area as a unit has become or is a part of any county water
authority may obtain the exclusion of the area therefrom in the following manner:

The governing body of any public agency may submit to the electors thereof at any general or
special election the proposition of excluding from the county water authority the corporate area of
the public agency. Notice of the clection shall be given in the manner provided in subdivision (c)
of Section 10. The election shall be conducted and the returns thereof canvassed in the manner
provided by law for the conduct of elections in the public agency. If a majority of electors voting
thereon vote in favor of withdrawal, the result thereof shall be certified by the governing body of
the public agency to the board of directors of the county water authority. A certificate of the
proceedings shall be made by the secretary of the county water authority and filed with the
Secretary of State. Upon the filing of the certificate, the corporate area of the public agency shall
be excluded from the county water authority and shall no longer be a part thereof; provided, that
the taxable property within the excluded area shall continue to be taxable by the county water
authority for the purpose of paying the bonded and other indebtedness of the county water
authority outstanding or contracted for at the time of the exclusion and until the bonded or other
indebtedness has been satisfied; provided further, that if the taxable property within the excluded
arca or any part thereof is, at the time of the exclusion, subject to special taxes levied or to be

® COUNTY WATER AUTHORITY ACT (As of January 1, 2010) West’s Annotated California Codes
Water Code-Appendix Chapter 45
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levied by the county water authority pursuant to the terms and conditions previously fixed under
subdivision (c) or (d) of Section 10 for the annexation of the excluded area or part thereof to the
county water authority, the taxable property within the excluded area or part thereof so subject to
the special taxes shall continue to be taxable by the county water authority for the purpose of
raising the aggregate sums to be raised by the levy of special taxes upon taxable property within
the respective annexing areas pursuant to the terms and conditions for the annexation or
annexations as so fixed and until the aggregate sums have been so raised by the special tax levies.
Upon the filing of the certificate of proceedings, the Secretary of State shall, within 10 days, issue
a certificate reciting the filing of the papers in his or her office and the exclusion of the corporate
area of the public agency from the county water authority. The Secretary of State shall transmit
the original of the certificate to the secretary of the county water authority and shall forward a
certified copy thereof to the county clerk of the county in which the county water authority is
situated.
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